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SUMVARY
Under the Personal Incone Tax Law (PITL), this bill would all ow an enpl oyee

taki ng graduate | evel courses to annually exclude up to $5,250 from gross incone
that his or her enployer pays or incurs for the enployee's costs for those
cour ses.

EFFECTI VE DATE

This bill would be effective i medi ately upon enactnent and would apply to
taxabl e years beginning on or after January 1, 1999. However, the bill specifies
that it would apply only to graduate courses begi nning after June 30, 1999.

LEG SLATI VE HI STORY
AB 1360 (1997/98);, AB 1747 (1997/98); SB 38 (Stats. 1996, Ch. 954),

BACKGROUND

Federal |aw provided an exclusion fromgross inconme, to which state | aw
conformed, not to exceed $5,250 per year for the amount paid or incurred by an
enpl oyer for educational assistance (including tuition, fees, books, supplies,
equi pnment and other simlar expenses) to an enpl oyee for graduate and

under graduat e courses taken before Decenber 31, 1994. The federal and state
provi sions were not operative for taxable years beginning after Decenber 31,
1994.

However, in August 1996, federal law, to which state | aw confornmed, provided a
retroacti ve extension providing an exclusion fromgross incone taken for both
under graduat e and graduate courses taken before July 1, 1996, and for only
under graduat e courses taken before July 1, 1997.

The followi ng nonth, in Septenber 1996 (SB 38, Stats. 1996, Ch. 954), the state
repeal ed its educational assistance conformty provision and adopted a permanent
state provision, which mrrored federal |aw by providing that expenses for
graduat e courses were not excluded from gross incorme.

The federal Taxpayer Relief Act of 1997 extended the gross inconme exclusion only
for undergraduate courses taken begi nning before June 1, 2000.
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Current federal and state | aw exclude from gross inconme the anpunt, not to exceed
$5, 250 per year, paid or incurred by an enployer for educational assistance
(including tuition, fees, books, supplies, equipnent and other sim|ar expenses)
to an enpl oyee taking undergraduate courses. For purposes of the exclusion,
educati onal assistance does not include courses taken at the graduate |evel

| eading to a |l aw, business, nedical, or another advanced academ c or professional
degree begi nning after June 30, 1996.

This bill would allow an enpl oyee to excl ude enpl oyer-pai d expenses for graduate
courses taken beginning on or after June 30, 1999.

Pol i cy Consi derations

This bill would establish an excl usion which woul d not have a counterpart in
federal law, thus increasing the conplexity of inconme tax preparation for

t he enpl oyers providing the educational assistance and the enpl oyees who
benefit fromthe exclusion

| npl enent ati on Consi derati ons

The inplenentation of this bill would not significantly inpact this
depart ment .

FI SCAL | MPACT

Departnental Costs

This bill would not significantly inpact the departnent's costs.

Revenue Esti mate

The revenue | osses fromthis bill are estimted to be:

Fi scal Year Revenue Loss
$ MIlions
Assunmes Enactment After June 30, 1999
1999/ 2000 2000/ 2001 2001/ 2002
($7) ($14) ($14)

This estimate does not account for changes in enploynent, personal incone,
or gross state product which could result fromthis bill.

Tax Revenue Di scussion

The current state revenue |oss fromthe exclusion of undergraduate
educational expenditures is estimated at $7 million per year. Based on
prior year patterns of simlar tax expenditures at the federal level, it is
assumed that the revenue | oss for graduate | evel expenses is twice that for
under graduat e expenditures. Therefore, the estimted revenue loss to
California is $14 mllion per year.
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